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AUDITING STANDARDS BOARD (ASB) MEETING
June 20-22, 2006
Boston, MA
MEETING ATTENDANCE
ASB Members
Present
John Fogarty, Chair
Harold Monk, Jr., Vice Chair
Gerald Burns
Craig Crawford (early)
Bob Dohrer
George Fritz
Jim Goad
Dan Goldwasser
Jim Lee
Dan Montgomery
Keith Newton
Pat Piteo
Doug Prawitt
George Rippey
Lisa Ritter
Scott Seasock

Absent
Barton Baldwin
Wanda Lorenz
Diane Rubin

AICPA Staff
Chuck Landes, Audit and Attest Standards
Ahava Goldman, Audit and Attest Standards
Judith Sherinsky, Audit and Attest Standards
Sharon Walker, Audit and Attest Standards
Rich Miller, General Counsel

Observers and Guests
David Brumbeloe, KPMG
Abe Akresh, Government Accountability Office
Mike Campana, McGladrey & Pullen
Julie Anne Dilley, PriceWaterhouseCoopers
Diane Hardesty, Ernst & Young
Jennifer Haskell, Deloitte & Touche
Jan Herringer, BDO
Maria Manasses, Grant Thornton
Walt Conn, KPMG
Tammy Mooney, PPC
Mark Taylor, SEC
Linda Volkert, PCPS Technical Issues Committee
Kenneth Osborn, Gordon Harrington & Osborn
CHAIR AND STAFF REPORTS
Mr. Fogarty and Mr. Landes provided updates on matters relevant to the ASB.
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AGENDA ITEMS PRESENTED AT MEETING
1.

Revisions to AT 501

In January 2006, the ASB issued an exposure draft (ED) of a proposed revision of
Chapter 5, “Reporting on an Entity’s Internal Control Over Financial Reporting,” of
Statement on Standards for Attestation Engagements (SSAE) No. 10, Attestation
Standards: Revision and Recodification, as amended. The ED incorporates certain
definitions and elements of Public Company Accounting Oversight Board (PCAOB)
Auditing Standard No. 2, An Audit of Internal Control Over Financial Reporting
Performed in Conjunction With an Audit of Financial Statements, (AS2) that are relevant
to nonissuers.
On May 17, 2006, the PCAOB announced that it would amend AS2. In light of the
PCAOB’s announcement, the ASB agreed that the best way forward would be to delay
the issuance of an amended AT 501 until it was clear what changes the PCAOB will
make to AS 2. Because AT 501 will now be delayed beyond December 15, 2006 (the
effective date of SAS 112), the ASB discussed the need to make conforming changes to
AT 501 for those changes brought about from the issuance of SAS 112. The conforming
changes to AT 501 will include:


Deleting the term reportable condition and its definition.



Replacing the definition of the term material weakness with the definition of that
term in recently issued SAS No. 112, Communicating Internal Control Related
Matters Identified in an Audit.



Adding the new terms control deficiency and significant deficiency and their
related definitions in SAS No. 112.



Conforming reporting illustrations for these new definitions

The conforming changes to AT 501 will be effective when the subject matter or assertion
is as of or for a period ending on or after December 15, 2006 (the same effective date as
SAS 112).
The ASB also discussed significant issues raised in comment letters on the AT 501 ED.
The ASB recommended that:
•

An entity be required to have audited financial statements in all examinations of
internal control, except in examinations of the design of an entity’s internal control
that has not yet been implemented (the entity has not begun operations).

•

The guidance on examinations of the design of an entity’s internal control that has
been implemented be clarified to state that a practitioner evaluates only the design of
implemented controls, not all controls. In the practitioner’s report, he or she should
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not state that an examination of the design of an entity’s internal control includes
performing a walkthrough.
•

The phrase effectiveness of design not be used in practitioners’ reports and related text
addressing examinations of the design of an entity’s internal control because use of
the word effectiveness may cause report users to mistakenly believe that internal
control is operating effectively.

•

The issue of allowing one practitioner to perform the audit of the financial statements
and another practitioner to perform the examination of internal control be
reconsidered.

•

The topic of reporting on governmental opinion units be addressed in AT 501 rather
than addressing it only in the AICPA Audit and Accounting Guide, State and Local
Governments. Members of the ASB and the Internal Control Task Force with
governmental expertise will assist in developing this guidance.

•

Arguments be developed in support of the two opposing views expressed by members
of the ASB regarding the appropriate action by a practitioner when management
asserts that internal control is not effective and a material weakness has been
identified. The following are the views that were expressed:

•

-

In these circumstances, the practitioner issues an adverse report because he or she
knows that a material weakness exists.

-

In these circumstances, the practitioner should disclaim an opinion on internal
control because he or she has not completed an examination of the entity’s
internal control in accordance with the standards. In addition, the practitioner
should describe in his or her report the material weakness that was identified.

The guidance on reporting on the internal control of a component of an entity not
define a component in the same manner as an operating segment is defined in FASB
SFAS 131, Disclosures About Segments of an Enterprise and Related Information.

2.

Quality Control

Mr. David Brumbeloe, chair of the Quality Control Standards Task Force (Task Force),
led a discussion of the proposed Statement of Quality Control Standards A Firm’s System
of Quality Control. The ASB considered the proposed draft and directed the task force to:


Revise the definitions of engagement quality control review, engagement quality
control reviewer, and engagement team to clarify that the engagement quality
control reviewer is not a member of the engagement team.



Elevate certain guidance to presumptively mandatory or mandatory requirements.
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Make certain editorial changes, including
o

Change certain wording to conform to wording in ISCQ 1;

o

Re-ordering certain paragraphs; and

o

Moving certain requirements to the beginning of their respective sections.



Clarify that all the relevant facts known to the engagement team should be
provided to those consulted, and include the phrase difficult or contentious in
describing issues on which to consult.



Clarify that an engagement quality control review should include either (i)
discussion with the practitioner-in-charge, (ii) a review of selected working
papers relating to the significant judgments the engagement team made and the
conclusions they reached, or (iii) both.



Include data encryption as a suggested documentation control.



Change the reference to pre-issuance review to engagement quality control
review.

The ASB approved a motion to move to a ballot vote to issue the document as an
exposure draft.
3.

Proposed SAS Omnibus

Mr. Landes explained why the proposed SAS Omnibus was being presented to the ASB.
Ms. Walker led a discussion of the proposed amendments. The ASB:


Discussed the proposed amendment to SAS 99, paragraph 74, and determined that
no change was necessary.



Requested that the footnote reference between SAS No. 99 and SAS No. 109 be
more fully explained.



Determined that the references in paragraphs 23 to 26 of the discussion materials
related to the accounting for a subsequent event, and accordingly, no amendment
was necessary. These paragraphs were deleted.



Requested certain editorial changes to be made.

Staff made the changes requested by the ASB. The ASB approved a motion to move to a
ballot vote to issue the proposed SAS Omnibus as an exposure draft.
4.

Clarity of Standards
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Mr. Fogarty, chair of the Clarity Task Force, led a discussion regarding the clarity of the
ASB’s standards. The purpose of this agenda item was to generate discussion within the
ASB regarding the clarity of the standards. Mr. Fogarty also presented the proposed
drafting protocols to the ASB.
The ASB was responsive to the need clearly identify the requirements in the standards.
Generally, the ASB was in favor of IAASB’s separation of the requirements from the
application guidance however, some members did express concern that having the
requirements and application guidance in separate sections may encourage the auditor
only to focus on the requirements of the standard. The ASB directed staff to present a
mock up of a standard that would allow for easy identification of the requirements but
would not completely separate the guidance from the requirements. A mock up of the
proposed SAS, Communications With Those Charged With Governance, will be
presented for consideration by the ASB at the August 2006 meeting.
The ASB requested that the protocols for drafting based on an ISA base model limit
changes to application material to only when a change is necessary.
The ASB approved the draft protocols, as amended.
5.

Proposed SAS – Quality Control

Mr. Fogarty provided background information on ISA 220, Quality Control for Audits of
Historical Financial Information, and ISQC1. In 2002, the IAASB was intending to issue
ISA 220, to establish the requirement for a quality control system for audits, and not issue
a separate international standard on quality control. However, if the requirement to
establish a system of quality control is in the auditing standards, then if a firm’s quality
control system is deficient, its audits are not in accordance with the auditing standards.
Therefore, the IAASB issued ISQC 1, Quality Control for Firms that Perform Audits and
Reviews of Historical Financial Information. In addition, the IAASB issued ISA 220,
which establishes the requirement for auditors to accept responsibility for quality control
on each audit engagement.
The ASB discussed the two approaches presented in the discussion paper to harmonize
existing generally accepted auditing standards with ISA 220: a “minimalist” approach,
which would entail incorporating only those requirements of ISA 220 that are not
elsewhere in the SASs, and a “separate statement” approach The ASB directed the task
force to revise the mapping of ISA 220 requirements to existing requirements; and based
on the results of the mapping, either take the minimalist approach and include an
appendix cross-referencing the requirements of ISA 220 to the equivalent requirements,
or draft a separate statement.
6.

Proposed SSAE, SSAE Hierarchy

Ms. Walker presented the proposed SSAE, SSAE Hierarchy, which is based on SAS No.
95, Generally Accepted Auditing Standards. The proposed SSAE establishes a hierarchy
for attest engagements.
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The ASB approved a motion to move to a ballot vote to issue the proposed SSAE as an
exposure draft.
7.

Adjournment

The meeting adjourned at 12:30 pm. The next meeting is August 22-23, 2006 in Denver,
Colorado.
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